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Abstract: Understanding performance measurement in the public sector organization is very important in 
looking into the early performance of local governments. This is because having a good performance 
measurement model in place serves as part of the accountability to stakeholders (e.g., society as taxpayers). 
Choosing the right model of performance measurement will have an impact on the performance of the 
government. In this research, preliminary literature study conducted found that the model of performance 
measurement, which was used in Indonesia in the old order as well as the new order, was an old model 
(traditional). The traditional model tends to be input-oriented, causingthe model to be unfit or unsuitable 
with the current situation. In this concept paper, which also initially analyzing the contents of documents 
associated with Government Performance Accountability Report (LAKIP) for several years were reviewed 
and reveals that after the LAKIP model was applied in Indonesia, the local government performance which 
now focuses on the output level helps overcoming the disadvantages of the previous models in place. 
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Indonesia is a republic, which was officially independent on 17 August 1945. To date, Indonesia has gone 
through three reigns in terms of government administrative, namely the old order, the new order, and the 
reformation eras. During the eras of old order and the new order, a centralized system was applied (Law No. 
05/1974), whereas in the reformation era, local governments (i.e., provinces and districts) have been given 
greater authority through the implementation of the local autonomy systems (Law No. 22/1999). In the 
context of governance, the success of a central government or local government can be assessed from the 
ability of the governments to use the budget efficiently, effectively, and economically to achieve the desired 
goals (Govindarajan, 1984). In line with that, during the old order, the new order, and also the reformation, 
the local government performance was assessed based on the government's ability to maximize the use of the 
budget to improve the quality of public services. Accordingly, every year the central and local governments 
are required to account for and report on the use of resources, both financial and non-financial resources as a 
way of executing the accountability process and ensuring that public funds were used according to what was 
intended for. The report serves asevidence of accountability and transparency to all government 
stakeholders, especially the public as the taxpayers (Mulyadi, 2000). 
 
In supporting the accountability and transparency of the annual government performance, it is necessary to 
set an appropriate performance measurement model, to prevent the government officials from mis allocating 
or mis using the public funds collected through taxes and levies. In line with this, the government has used 
several performance measurement models to assess the success of the government in providing services to 
the public. Some of performance measurement models used are1) Model of Cash Systems; and 2) Regional 
Financial Administration Manual (MAKUDA). With these models, the budgeting systems were developed 
based the line item budgeting and incremental budgeting. However, as the models were applied, several 
weaknesses were identified. The main weakness is that the model tends to be short-term-oriented and input-
oriented. Hence, it hindered the local government from obtaining and determining long-term performance 
achievements. Later on, during the reformation era, in which the regional autonomy started to be applied; 
local governments were required to start implementing a performance measurement model that is not only 
input-oriented, but also focus on output and outcome oriented. 
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Due to the flaws found in the traditional models, reformation era took place with the implementation of the 
regional autonomy system of government, where the local government has implemented a performance 
measurement model based on President Instruction Number 7/1999 about using the LAKIP model, which is 
based on performance-based budgeting. In this context, the LAKIP model can be used to measure the 
performance of local governments in a more comprehensive manner taking into account both financial and 
non-financial aspects. The model also gives attention to output and outcomes in a short term period as well as 
having impacts and benefits orientation in a long term. Based on the background on the changes that took 
place over the period impacting local governments’ performance, this study intends to look into the extent of 
the effectiveness of performance measurement model (LAKIP) application during the regional autonomy in 
Indonesia. As such, this paper plans to account for of the application of performance measurement model 
used in Indonesia more specifically the local governments after decentralization.  This introduction part will 
be followed by some literature review; a methodology section, a discussion, including on advantages and 
disadvantages of the traditional model with input orientation and advantages of outputs and outcomes-
oriented measurement model and lastly, some conclusion remarks. 
 
2. Literature Review 
 
Performance: Basically, performance is an achievement obtained from a process that begins with planning, 
and continued by execution, leading to finally producing a valuable output. Armstrong and Baron (1998) 
argued that performance is the result of work that has a relationship with the organization's goals. 
Meanwhile, Dubnick (2005) proposed that performance is the result obtained by an organization that has 
competence, and it must be in line with the quality of the actionsin orderto get quality achievement 
(Bouckaert and Halligan, 2008). From the explanation and in relation to the public sector, it can be 
understood that performance is thus defined as the ability to provide a quality service to the community at 
large. Fenwick (1995) stated that performance is achievements that have the value of efficient, effective and 
economical. In relation to this, the State Administration Institute (2006) explained that performance is 
basically the result of a process in achieving goals that could have a positive impact on an organization. 
However, it should be understood that performance of a public sector organization is normally referred to the 
quality service to the community, while the performance of the private sector is reflected via high profit 
earned. 
 
Performance Measurement: Public sector organizations manage their financial resources generated from 
local revenues such astaxes and levies, which were charged to the community (Law No. 33/2004). 
Correspondingly, local government performance measurement should be done as a reporting and as a prove 
that accountability of government to the community regarding the use of available resources has been served. 
This measurement is done at the end of the fiscal year. The government accountability to the people in the 
form of organizational performance report is expected to be a guideline for organizations in providing 
services to stakeholders, especially to the public. The use of government finances obtained from the public 
must be managed effectively and efficiently. So that, the outputs and outcomes may benefit the community. 
Hood (1995), Bouckaert and Pollitt (2000), Alexander et al. (2010), and Mitchell (2012) stated that the local 
government performance can be measured from the effectivity and efficiency of the objectives’ achievement, 
as well as attention to the concept of accountability in the report of performance measurement. In addition, 
LeRoux and Wright (2010) suggested that there is a need to consider the workload and productivity.The 
opinions mentioned above indicated that the effectivity and efficiency of the use of local government 
resources affect the performance of the local governments. Not only in the input level but also in the output 
and outcome levels. This situation is in line with the explanation from Wallis and Gregory (2009), Packard 
(2010), and Thomson (2010), who said that any change in the work achievement (from the stage input, 
output and outcome) of local government also finally affects the community. 
 
Rutgers and van-der-Meer (2010) and Chan and Rosenbloom (2010) in their studies explained that the 
performance measurement of public sector with orientation of the inputs, outputs, and outcomes, can be 
improved up to the stage of accountability and transparency of organization to the community. The above 
description shows that every reporting and accountability outcomes will generate information that can be 
used by local government in making decisions. Correspondingly, Marr (2009); Aaron (2009); and David et al. 
(2013) suggested that proper performance measurement in place will produce appropriate information, in 
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the hope that such information be clearly stated and usable for decision-making purpose. Meanwhile, Sanger 
(2013), Bente and Fleming (2014), and Majuta (2014) are ofthe opinion that reporting and accountability of 
performance is an indispensable information needed by the government in making decision. Based on the 
above description, it can be concluded that the performance measurement in the public sector is need not 
only be up to the output level but can be extended or upgraded to the level of impacts and benefits to the 
community. In line with this, to have a good performance measurement model that will enhanced the 
accountability and transparency of local government performance is highly required. 
 
Model of Performance Measurement: As part of their accountability process, the local governments need to 
account for their performance at least annually. Hence, Lane (2000) and Fryer et al. (2009) explained that the 
local governments are required to establish appropriate model of performance measurement so that the 
results of performance measurement could be more credible and usable, including being used as information 
for management decision making (Kennerley and Neely, 2002). This suggests that the expected performance 
measurement model must be in line with the needs of the organization. Consequently, the indispensable 
information expected to be supplied for the society in the preparation of government accountability reports 
include programmes and the use the budget, and whether they are in accordance with the organization's 
vision (Cavalluzzo and Ittner, 2004; Chenhall, 2005). The change in performance measurement models in the 
public sector from the input orientation into the output and outcome orientation is the basic concept of 
performance measurement model based on the New Public Management (NPM). The NPM generates 
performance reports that consider the aspect of accountability and transparency. This is as expressed by 
(Herawaty and Hoque, 2007; Hoque and Adams, 2011). They explained that the current performance 
measurement model is more transparent to meet the needs of internal and external to the organization. 
Meanwhile, Morgan (2013) explained that the goal of reporting on the performance of public sector 
organizations with the concept of NPM is to fulfill the information needs of the organizational stakeholders. It 
should contain the extent to which the organization has achieved the expected performance.  
 
The description above is in line with the study of Andrews (2011) and Carol et  al. (2014); that says that the 
performance measurement is intended to get the effective, and efficient performance, and have impact to 
society because at the end of the day, organization needs to report on the achievements. However, in addition 
to aspects of effectiveness, efficiency and impact, it is important to pay attention to the quality aspects of a 
program (Queeneville et al., 2010; Zafra-Gomes et al., 2012). In summary, based on description of the 
performance measurement models above, it can be understood that any model of performance measurement 
is expected to be in line with the needs of the organization and also serves the information need of 
stakeholders. Local government performance measurement model developed must take into considerations 
the concept of NPM that pays attention to the financial aspects and non-financial aspects and also considers 




This study reviewed the work of others on performance measurement models as well as in Indonesia. It was 
intended to obtain information on the effectiveness of the application of performance measurement model 
used by local government in Indonesia after the regional autonomy was implemented. This is in line with the 
view of Weber (1985) that content analysis is valuable in understanding the meaning behind the text. 
Similarly, Miles and Huberman (1994) not much different from Patton (2002) suggested that the data 
obtained from document needs to be reviewed, coded, and analyzed so that, the key words for a thought and 
concept can be generated,enabling analysis and offering meanings to the matters understudy. 
 
4. Discussion  
 
Traditional Model: Basically, the Model of Cash System Performance Measurement and the Model of 
Regional Financial Administration Manual (MAKUDA) were used during the old order and new order. These 
two models have a characteristic that use the determination of the government budget by following line items 
budgeting approach. In doing so, the budget was established by following each budget items in the previous 
year’s record. Budgets were annually  rementalism concept, by adding or reducing a certain amount of dollars 
for some items by using the financial data in the previous year.With regards to this, the application of 
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performance measurement models in Indonesia during the old order had been in line with several previous 
studies. For example, Wildavsky (1964) stated that the budgeting model created based on the line item 
budgeting was a “budget history”, and is not appropriate to use in assessing the success of a program, because 
it is an input-oriented and tends to be short-term oriented. In line with the above study, Shah and Shen 
(2007) revealed that the main characteristic of the line item budgeting system is an upper limit. The upper 
limit is set during the budget allocation process. Expenditures were not allowed to exceed the upper limit. 
Furthermore, Rubin (2007) argued that since the line item budgeting model has limited resources (input 
controlled), it was expected to effectively control the level of expenditures. Also, it was expected that good 
allocation of resources would help to improve the budget efficiency. Based on the above opinions on the 
performance measurement models, it is concluded that these models cannot be used optimally for 
sustainable management of government budgets, because the models accommodate for only short-term input 
and expenditures and tends to be financial oriented. In addition,the models seem to have minimal 
considerations on performance from the human resources aspect. 
 
Advantages of Traditional Performance Measurement Model: The applications of performance 
measurement model used during the Old Order and the New Order, either in the form of Cash Systems or 
MAKUDA as described in the Traditional Budgetary System have several advantages in its implementation in 
Indonesia. The study by Halim (2002) found that the implementation of performance measurement model 
based on the traditional budget has several advantages, namely; 1) the model is easy to arrange, 2) it does not 
require a lot of human resources, and ) the conflict between divisions is the very low. In line with the above 
view, the same perspective was offered by Mulyadi (2002) who stated that some of the advantages are as 
follows; 1) a very simple model, 2) easy to understand, 3) a tight budget control, 4) more flexible in the 
supervision of the use of resources 5) can be used as a basis for determining the budget for the next stage. 
The same opinion was also expressed by Jones and Pendlebury (1996) and Ulum (2004). In addition to what 
was highlighted before, they stated that the advantages of traditional measurement models included 1) easy 
to be implemented 2) easy to control because it is centralized, and 3) ongoing government programs can be 
performed. In summary, the traditional performance measurement model, which was prepared under the line 
item budgeting and incremental budget that was applied in Indonesia has advantages in terms of the ease of 
applying and understanding. This is in line with the study by Rubin (2007) and Shah and Shen (2007), who 
quoted this model as not requiring excessive resources in carrying out the activities with strict or minimal 
supervision.   
 
Disadvantages of Traditional Performance Measurement Model: The application of Traditional 
Performance Measurement models (i.e., cash system and MAKUDA models) carries many advantages. 
Nevertheless, studies also pointed out a number of weaknesses in its implementation. Mardiasmo (2002) 
found some disadvantages of the traditional performance measurement models as follows; 1) the 
effectiveness of spending is less scalable because of the use of incremental system, 2) the nature of the budget 
is disjointed 3) having input orientation, so that there is a tendency to finish the budget, 4) the competition 
between the units in organization in performance assessment, 5) there is a separation between the regular 
budget and development budget, 6) it is an annual budget, 7) it is centralized, 8) approval of the budget is 
often delayed due to waiting for approval from the central government, and 9) flow of information is 
inadequate. In line with Mardiasmo (2002), the results of the analysis of the Apostle (2003) also showed 
some weaknesses in the traditional model. The weaknesses are the model namely, 1) accountability of 
performance achievement is not transparent because its orientation is only on expenditures’ control, 2) the 
base of budget is not clear, and 3) it is less flexible. Based on the views above, it is concluded that the 
Traditional Performance Measurement models (Cash system or MAKUDA) need some improvements. This 
input-oriented performance measures can be developed into a better model with the orientation being focus 
on theoutputs and outcomes instead. 
 
Performance Measurement Model with Output and Outcome Orientation: A number of literatures have 
demonstrated that the performance measurement models used by the government during theOld Order and 
the New Order carried some weaknesses. This led to conclusion that the models need to be replaced, because 
the models are no longer compatible with current scenario, practices as well as the expectations of society. 
Accordingly, after the regional autonomy policy was established through the Law No. 32/1999, the 
centralized government was applying a decentralized system whereby the local government authority, either 
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at the provincial level or district level, was administered by the local governments. The government is 
supported by the financial sourced from local revenues and the allocation of funds from the central 
government (Law No. 25/1999). Based on the law, local governments are given the authority to set their own 
area with financial support comes from local revenues in the form of taxes, retribution, and the allocation of 
funds from the central government. However, the submission of such authority does not intend to give full 
freedom to the local government because they still have to obey the rules of the central government, through 
the Performance Accountability Report (LAKIP) based on the Presidential Decree No. 7 of 1999, to the central 
government every year (LAN, 1999). The basic concept of LAKIP model is to amend the traditional 
Performance Measurement Model, which used the principle that the balanced of budget (between revenues 
and expenses) must be zero at the end of the year, into a performance-based budgeting. The LAKIP model 
begins with the elements of strategic planning and organizational objectives. In addition, the performance 
measurement elements include the elements of the organization's objectives, performance indicators to be 
achieved, target, realization, and achievement. 
 
The above description shows that the LAKIP model of local government performance, designed based on a 
performance-based budgeting, has a clearer planning and performance indicators compared to the 
Traditional Performance Measurement model (stewart, 1994; Young, 2003). Buschor (2013) in his study 
cited that the use of organizational resources is expected to reach the stage of output, outcome, impact as well 
as benefits. By accommodating all these elements, the impact from the use of public funds to execute activities 
can be felt by the community at large. The above description shows that the LAKIP performance 
measurement model used by the government at the regional autonomygives more emphasis on quality than 
quantity gains from the program implemented because  focus were given beyond financial performance but 
extend to the outcome and impact of the money spent. This is consistent with Carlin (2004), Diamond (2005), 
Robinson and Brumby (2005), shah and Shen (2007), Robinson and Last (2009), and Hou (2010) who in their 
studies stated that the performance measurement models like LAKIP is a form of local government 
accountability in managing financial sourced from the public. Meanwhile, Rubin (2007) in support of the 
model said that the local government finance should be used with clear performance targets in order to 
provide benefits to the community. 
 
In summary, the views on LAKIP is that the orientation of organizational performance measurement is 
expected to reach the stage of outcome in the short-term, and it is also expected to reach the stage of the 
impact and benefits in the long-term in order to ensure that the performance of local governments can be 
more effective and efficient. This is in line with the opinion of Robinson and the Last (2009), and Taylor et al. 
(2011) who stated that the use of the budget must always be associated with the results to be achieved, and 
can be measured from the aspects of effectiveness and efficiency. Similarly, studies of Sandalgaard et al. 
(2011) who postulated that the budgeting-based model of performance measurement needs to be adjusted 
periodically following the development of public purposes, so that local government spending becomes more 
effective. Afterall, the local governments are the closest to the public at large in terms of providing public 
services and amenities by government administration. From this study, it was gathered that budgeting-based 
performance measurement is more effective than the traditional model which focused on input orientation. In 
line with that, some researchers found that LAKIP model is more suitable to be applied in Indonesia. In the 
government regulation number 58 of 2005,it was described that performance of local governments should be 
reported annually and need to be publicly presented to the stakeholders, especially to the public. 
 
In support of that, Simbolon (2003) for example stated that the LAKIP performance measurement model has 
an advantage because 1) the model LAKIP has a principle of accountability, 2) it has the priority principle, and 
3) it has the benefit principle. Similarly Darise (2008) also gave the opinion that the application of the LAKIP 
performance measurement model in Indonesia carries several advantages which include 1) the model is 
based on performance-based budgeting, 2) it considers the relationship between program and output, and 3) 
it emphasizes the quality and not only the quantity of achievements. The above opinions shows that the 
LAKIP performance measurement model has a clear planning in determining the performance to be achieved, 
so as it can be reported back as a form of government accountability to the public. This is in line with the view 
of Mardiasmo (2002), who said that after the LAKIP model has been effectively applied, it brings a number 
benefits, such as 1) the model is arranged based on the activity, 2) it prioritize outputs than inputs 3) and it is 
based on value for money, and 4) the model is flexible. From the above discussion, it seems that local 
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government performance measurement in Indonesia in regional autonomy era has been implemented based 
on the concept of NPM because as prescribed by NPM, the model currently in place in Indonesia is 
characterized by measurement orientation focusing on outputs and outcomes. Hence, it can be understood 
that the performance of local governments in Indonesia during the reform era has been reported and 
presented based on the principles of accountability and transparency because input, output, outcome and 
impacts are clearly defined and later on aligned in order to know whether planning and performance 




Based on past studies conducted and a few available local documents reviewed on the change in the 
performance measurement models and gradually the implementation of LAKIP, it can be said that the 
previous performance measurement model that is traditionally applied to the new order has various 
weaknesses, giving way to the introduction of LAKIP, which have an output and outcome. The new model 
(LAKIP) also promote the elements of strategic long-term planning, a concerns for outcome and impacts, and 
also accountability and transparency. Since this paper only covers a preliminary study on the development of 
the previous models to what is currently in practice in Indonesia (LAKIP) through literature reviewed, further 
studies need to look not only into its establishment but also into the implementation of the new model 
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